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Policy and Practice in International Finance 


In an address to the Fletcher School at Tufts Univer- 
sity on June 18, Mr. Frank A. Southard, U.S. Executive 
Director of the International Monetary Fund, commented 
upon current convertibility, the par value system, the 
superiority of unitary to multiple exchange rates, and 
the maintenance of stability through monetary and fiscal 
measures as illustrations of the propositions that sound 
and acceptable policy can be formulated only on the 
basis of sound and agreed theory, and that in practice the 
application of policy calls for flexibility and improvisa- 
tion. 


Currency convertibility 


The essence of the policy of currency convertibility, he 
said, is that a currency should be freely and fully con- 
vertible into other leading currencies at the option of the 
holder. “There are few policies in the financial and eco- 
nomic field on which there is broader agreement through- 
out non-Communist countries, and this is not surprising 
since the underlying theory is simple and clear. If a 
country’s currency is fully convertible and quotas have 
largely been abolished, the people in that country are able 
(allowing for tariffs) to buy anywhere in the world on the 
basis of price and quality. Trade takes place on a multi- 
lateral basis and payments can be settled in any currency. 
There is therefore no reason to discriminate in favor of 
the goods of another country or group of countries. In 
other words, a fully convertible currency is an important 
part of the freely operating competitive system in which 
primary reliance is placed on the price mechanism. There 
are some who argue that exchange control is a useful 
means of guiding the allocation of resources and who 
distrust currency convertibility. But there is broad agree- 
ment in most countries that currencies ought to be fully 
convertible, and that inconvertibility introduces impor- 


tant distortions into an economic system. 


“It has to be admitted that scarcely a dozen of the 58 
members of the International Monetary Fund maintain 
fully convertible currencies, although at least as many 
more come fairly close to full convertibility. Indeed, so 
slow and at times so difficult has been the progress toward 
general currency convertibility during the last ten years 
that the basic policy sometimes seems to have been more 
honored in the breach than the observance. There have 
even been occasions, such as the period before the cur- 
rency devaluations in 1949 or during the ups and downs 
which followed upon the Korean War, when to urge 


currency convertibility took on the unreal aspect of a 
counsel of perfection. 


“Yet what has happened has been not the abandonment 
of policy but persistent and effective efforts by govern- 
ments and central banks to carry out the policy. In a 
few cases (I think of Canada and Peru), currencies have 
been added to the list of convertible ones. In others (such 
as Mexico), convertibility has been maintained through 
courageous effort. In most countries, however, what has 
happened has been that many small and often unnoticed 
steps have been taken to eliminate restrictions on pay- 
ments and to increase the freedom with which exchange 
transactions can be carried out. In some, such as the 
Benelux countries, these many steps have brought the 
currencies very close to full convertibility. In others, 
such as the important case of sterling, there is still a con- 
siderable distance to go but the progress made has been 
notable.” 


Mr. Southard referred to the heavy responsibility that 
lies upon those who have to decide whether a further step 
should be taken toward full convertibility. “This was 
true in Mexico in 1949, when it was decided to restore 
the peso to a fixed par value. Nor was it easy for United 
Kingdom officials to decide about a year ago that it was 
tolerably safe to support the market for transferable 
sterling and to acquiesce in greater freedom of use of 
that kind of sterling. In other instances the decisions are 


small ones, such as whether to remove a few more import 


restrictions. But if enough of these small decisions are 
taken, their effects become cumulatively great. 


“What needs to be emphasized is that most countries in 
the free world agree as a matter of general policy that 
currencies should be fully converiible. This agreement 
on objective gives firm guidance to officials of treasuries 
and central banks which enables them to surmount set- 
backs and to maintain the momentum of advance. If 
there was not this agreement on policy which has with- 
stood all challenges since the war (and there have been 
many), we can be quite sure that the forward movement 
would have been broken up by vacillation and con- 
fusion.” 


Par value system 


Mr. Southard then recalled the firm and virtually unani 
mous agreement, summarized in the Fund’s Annual Re- 
port of 1951, that the policy of fixed rates of exchange, 
set forth in the Fund’s Articles of Agreement, was the 





LO6 


policy most desirable for most countries most of the time. 
In fact, most countries endeavor to maintain fixed ex- 
change rates, changing them only when it is clear that a 
new level of rates is necessary in order to balance inter- 
national income and outgo. The par value policy is widely 
accepted—by the Fund, the United States, the United 
Kingdom, all the important countries of Western Europe 
and Asia, and by most other countries. In some coun- 
tries, however, fixed exchange rates have given way to 
fluctuating rates, or the possibility of a shift to a fluctuat- 
ing rate has been raised for consideration. Mexico, which 
in 1948 was obliged to abandon the fixed par value for 
the peso and allow the exchange rate to fluctuate, is one 
illustration. “Alternative courses of action such as the 
imposition of exchange control were rejected, and in my 
judgment wisely so. There then followed a period not only 
of fluctuation but of depreciation in the foreign exchange 
value of the peso, largely a consequence of domestic in- 
stability. In 1949 the peso was stabilized at a new par 
value. It required great courage and discernment by 
responsible Mexican officials to decide when it was feas- 
ible once again to stabilize the peso and at what rate to 
stabilize it. In the event, the decisions were sound, and 
in fact Mexico did not need to draw on available stand-by 
facilities at either the International Monetary Fund or the 
United States Treasury to support the new rate.” 

In another group of countries, illustrated by Canada, 
Peru, and Thailand, there are fluctuating but stable rates 
of exchange. Rates are not tied rigidly to a fixed par 
value, but nonetheless do not fluctuate much because they 
are supported by generally stable domestic costs and 
prices. “In the light of the agreed general policy these 
are interesting cases, in part because they persistently 
raise the question of timeliness of the resumption of a 
fixed par value. However, the practitioner may decide to 
satisfy himself with substantial stability of exchange rates, 
even though the par value policy is not being observed.” 

Chile, which has suffered many years of continuous 
and serious inflation, is another case of great interest. 
“In order to adjust the exchange system to this persistent 
internal instability, Chile resorted to multiple exchange 
rates which were complicated and which despite frequent 
adjustment were seldom adequate to maintain balance in 
Chile’s international accounts. None of this was satisfac- 
tory and there were many efforts at stabilization, all of 
them failures. Now a major and promising effort is 
being made to stop domestic inflation. This includes firm 
control of credit, a cutting of the unending spiral of man- 
datory wage increases to match price increases, vigorous 
efforts to stop inflation-breeding fiscal deficits, and fair 
treatment of capital investment. At the same time the 
complicated multiple exchange rate system has been re- 
placed by two fluctuating rates of exchange, which so far 
have remained quite stable. These fluctuating rates are 
being used to smooth the transition from the internal 
instability and exchange rate chaos of the past, to sta- 
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bility and an orderly exchange system. An exchange 
stabilization fund of $75 million was provided for this 
operation by the International Monetary Fund, a group 
of United States banks, and the United States Treasury. 

“Few if any issues in the field of economic foreign 
policy are in practice more difficult to judge than those 
involving a choice between fixed and fluctuating ex- 
change rates. At times, the question is what attitude to 
take toward a proposal by a country to introduce a 
fluctuating rate. At other times, the issue is whether a 
country should be advised to replace exchange controls 
by a fluctuating exchange rate, or to replace an unreal- 
istic fixed rate by a fluctuating rate for a trial period. 
At still other times, the question is whether a country 
that has a fluctuating rate should be urged that the time 
for exchange stabilization has arrived. In all these cases 
the practitioner will find great assurance in the agreed 
par value policy. But it will not give him a ready-made 
solution to each case.” 


Unitary and multiple exchange rates 


The choice between a unitary exchange rate and mul- 
tiple exchange rates was the third problem of policy 
examined by Mr. Southard. The case for preferring a 
unitary rate is based on the view that it will have broad 
over-all effects rather than intended or unintended selec- 
tive effects on the economy. “If all exporters in a given 
country must use the same exchange rate, there will be 
no deliberate encouragement of one field of production 
rather than another. If all importers must use the same 
exchange rate, there will be no deliberate favoring of the 
importation of one commodity instead of another. So 
persuasive are these advantages that there is wide agree- 
ment on the desirability of unitary exchange rates, and 
this policy is firmly entrenched in the Articles of Agree- 
ment of the International Monetary Fund. Moreover, 
nearly all industrial countries and many underdeveloped 
countries maintain unitary rates of exchange. At the 
same time, however, many countries continue to prefer 
multiple exchange rate systems, and the Monetary Fund 
was given the power to approve or disapprove these 
systems. 

“So bewildering is the variety of multiple rate ar- 
rangements, and so eloquent are the arguments offered in 
their support, that this is a field rich with examples of 
the difficulties which confront the practicing economist 
as he seeks to apply a clear and simple policy to practical 
cases. Some countries have an official exchange rate for 
most transactions, but have a free exchange rate for some 
transactions like capital and remittances. They do so in 
order to allow greater freedom for such transactions, 
intending in an emergency to rely on fluctuations in the 
free rate rather than to use reserves. Other countries 
have a number of different import rates of exchange— 
sometimes fixed and sometimes fluctuating. They do so 
for various reasons; for example, to encourage imports of 





INTERNATIONAL FiInaNcIAL News Survey, June 29, 1956 


so-called essential goods and discourage imports of lux- 
uries, or to achieve exchange depreciation on a piecemeal 
basis, by gradually shifting commodities from higher to 
lower rates. Countries also frequently have several export 
rates of exchange. Sometimes they do this in order to 
tax some exports and encourage others. In some cases, 
the purpose is temporarily to withhold income from some 
exporters as a means of damping off inflation. In other 
cases, governments simply want to earn income from 
the wide spread between the export and import rates.” 

Some of these purposes can be achieved in other ways 
than by means of multiple exchange rates. But the prac- 
tical problems confronting the financial authorities in 
the countries which continue to use multiple rates, arising 
out of weak tax systems and powerful local interests, must 
be recognized. In arguing the merits of unitary exchange 
rates, it can be shown that penalty export rates tend to 
discourage basic export industries. Multiple import rates 
may also have peculiarly perverse effects on the develop- 
ment of domestic industry, discouraging more essential 
industries. “In one Latin American country, since every- 
one agrees that shoes are essential, shoe imports were of 
course given the most favorable import rate. What was 
unexpected, however, was that the War Ministry shod the 
army with imported shoes, not because local shoe factories 
were incapable of supplying shoes at reasonable cost, but 
because they were unable to compete with imported shoes 
which were being subsidized by a very favorable exchange 
rate. It is satisfying to be able to report that this country, 
after assessing the absurdity of this and some other con- 
sequences of its multiple exchange rate system, abolished 
the whole system and has since then successfully operated 
an exchange system based on unitary rates of exchange.” 


Monetary and fiscal policy 


In conclusion, Mr. Southard stated that “sound mone- 
tary and fiscal measures should be the principal means 
of achieving and maintaining stability in the domestic 
economy. These measures, coupled with properly ad- 
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justed exchange rates, are preferable to direct controls 
(such as rationing) in the domestic economy, and to 
exchange controls and import quotas. There has been 
so striking a revival of reliance on monetary and fiscal 
measures that it can now be said that this policy is very 
widely agreed to. In fact, there are few among the mem- 
bers of the International Monetary Fund that do not 
recognize the merits of firm and vigorous monetary and 
fiscal policy, and are not striving to improve their ca- 
pacities to apply it.” The officials of underdeveloped 
countries are virtually without exception eager to learn 
the most effective ways in which to reconcile vigorous 
economic development with financial stability. The prac- 
ticing economist who advises countries how to apply the 
best monetary and fiscal techniques should, however, be 
cautioned not to be too orthodox. “He will certainly urge 
that the country must avoid contributing to inflation 
through fiscal deficits. But he will do well not to ignore 
the reasons why revenues obtained by the best types of 
taxation are inadequate and in the short run may not be 
made adequate. For example, he may find that taxation 
of the profits of important industries is ineffective and 
that this is why penalty exchange rates on exports or 
exchange surcharges on imports may have to be used to 
obtain revenues. This is unorthodox and not very de- 
sirable; but if it is effective and is noninflationary or anti- 
inflationary, the sensible course is not to be too critical. 


“The practicing economist certainly will have in mind 
that a well-developed arsenal of financial techniques in 
modern times will include reserve requirements, open 
market operations, and variations in the rediscount rate. 
But as he moves from one country to another in his role 
of adviser, he may find that this country has no central 
bank at all, the next country has practically no money 
market within which open market operations could take 
place, and another country may be only on the threshold 
of experiment with reserve requirements and changes in 
rediscount rates.” 


IBRD Loan to India 


The World Bank on June 26 made a loan of $75 mil- 
lion in various currencies to The Tata Iron and Steel 
Company, Limited, of India, to assist in the financing of 
a large-scale expansion program to raise the Company's 
annual output to 1.5 million long tons of finished steel 
(2 million long tons of ingot steel). This is the largest 
loan the Bank has yet made for industry, and also the 
largest the Bank has made in Asia. 

The First National City Bank of New York, the Irving 
Trust Company, and the Manufacturers Trust Company 
are participating in the loan to the total of $2,355,000, 
being the first maturity, due in December 1959. 

The Tata expansion scheme is included in the invest- 
ment proposed for the private sector in the Indian Second 
Five Year Plan. The Plan envisages an increase in do- 


mestic production of finished steel from the present level 
of 14% million tons to about 4% million tons a year. 
This is to be achieved by expanding the two existing pri- 
vately owned plants and by establishing three new gov- 
ernment-owned plants. It is estimated that demand for 
steel in India, which already necessitates heavy imports, 
will increase with the economic expansion of the country 
and the growing requirements for steel products for rail- 
ways, industry, power, irrigation, and other construction. 
The supplies made available by the proposed expansion 
of steel capacity, including that of the Tata Company, 
should be absorbed by the internal market. The Bank’s 
loan will be disbursed against part of the foreign ex- 
change costs of the expansion program. 

The loan is for a period of 15 years and will carry 
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interest of 434 per cent including the statutory 1 per cent 
commission charged by the Bank. Amortization payments 
will begin on December 1, 1959 and end on June 1, 1971. 
The loan is guaranteed by the Indian Government, and 
will be secured by a Trust Deed, with Baring Brothers & 
Co., Limited, of London, as Trustees, constituting a first 
mortgage on the Tata Company’s immovable property, 
mines, machinery, plant, and equipment, and a first float- 
ing charge upon the Company’s undertakings and assets. 


Europe 


Swiss Loan to ECCS 


Early in June the High Authority of the European 
Community for Coal and Steel concluded negotiations 
with a group of Swiss banks for a loan of Sw F 50 mil- 
lion (US$11.7 million). The loan is for 18 years, and 
the interest rate is 4.25 per cent. This is the first private 
loan concluded by the High Authority outside the Com- 
munity. In April 1954 the High Authority received a 
$100 million, 25-year loan, with interest at 3% per cent, 
from the Export-Import Bank of Washington. 

Source: European Community for Coal and Steel, In- 
formation Office, Washington, D.C., Bulletin, 
June 1956. 


West German Government to Purchase External Bonds 


Following the suggestion of the Minister of Finance, 
the Budget Committee of the German Bundestag has set 
aside DM 66 million to buy up debt certificates and thus 
support their market rates. This is in addition to DM 200 
million set aside in the new budget for the purchase of 
external bonds issued and/or guaranteed by the Govern- 
ment. It is assumed that the proposal will be passed by 
the lower house without difficulty. It would provide effec- 
tive support for the market rate of German external 
bonds, especially those emanating from the Dawes and 
Young loans. 

Rumors of the proposal had already halted the decline 
in the rates for external German bonds, and considerable 
interest in these bonds has been shown, even before offi- 
cial purchase operations have begun. The Minister of 
Finance is said to have agreed to the operation after 
having been in contact with the Bank deutscher Lander. 
The Bank has advocated such a program for some time, 
in view of the low rates of German external bonds on 
international stock exchanges. 


Source: Frankfurter Allgemeine Zeitung, Frankfurt am 
Main, Germany, June 20, 1956. 


Greek Price-Support Policies 


The price for the 1956 crop of first-quality soft wheat 
guaranteed by the Greek Government to producers with 
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This is the Bank’s eighth loan to India, bringing total 
loans there, net of cancellations, to $199.9 million. It is 
the second loan which has been made for the expansion 
of steel production, the first being to The Indian Iron 
and Steel Company, Limited. 


Source: International Bank for Reconstruction and De- 
velopment, Press Release, Washington, D.C., 
June 26, 1956. 


holdings of more than 10 stremmas and up to 100 strem- 
mas (4 stremmas=—about | acre) has been set at Dr 4.30 
or Dr 3.90, depending on the size of holdings and the 
quantity of wheat offered for sale. As a rule, there is no 
guaranteed price on output from holdings of 10 stremmas 
or less. From producers who have cultivated up to 40 
stremmas, the Government will purchase 60 okas (1 oka= 
2.80 pounds) of wheat at the price of Dr 4.30 per oka, 
for each stremma in excess of 10, up to a maximum pay- 
ment of 1,200 okas; for additional amounts the price paid 
will be Dr 3.90 per oka. From those who have cultivated 
more than 40 stremmas and up to 100 stremmas, 60 okas 
will be bought, at the price of Dr 3.90 per oka, for each 
stremn.a in excess of 10, up to a maximum payment of 
2,500 okas. Payment will be made in cash upon delivery 
of the wheat. These prices compare with the current price 
of Dr 3.07 per oka (c.i.f. Piraeus) for imported wheat, 
and with last year’s guaranteed prices of Dr 4.00, Dr 3.70, 
or Dr 3.50 per oka. To cover the cost of the increased 
guaranteed prices for the 1956 wheat crop, the Govern- 
ment has raised the price of first-quality bread from 
Dr 5.40 to Dr 5.70 per oka, and the price of second- 
quality bread from Dr 3.60 to Dr 3.90. 

As soon as the size of the 1956 wheat crop can be esti- 
mated more precisely (present estimates range from 
1,050,000 tons to 1,440,000 tons), the Government will 
fix a minimum price at which it will be ready to purchase 
from producers any quantity of wheat regardless of the 
size of holdings. The domestic price of wheat will also 
be supported through changes in the proportion of 
domestic free market wheat used by flour mills; this pro- 
portion has already been rais. as of July 2, from 20 
per cent to 30 per cent. 

For the first time since the 1953 devaluation of the 
drachma, the Government will intervene this year, to a 
limited extent, in the domestic tobacco market. This is 
intended to offset the adverse effects which the excep- 
tionally large 1955 tobacco crop (which is marketed in 
1956) and its uneven quality have had on the tobacco 
market. The Government will authorize tobacco traders 
and certain organizations to purchase from producers 
tobacco which the Government undertakes to repurchase 
subsequently at specified prices. The arrangement has 
initially involved some 10,250 tons (tobacco output in 
1955 was approximately 100,000 tons of which some 
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75,000 tons are exportable). The guaranteed prices 
range from $0.25 to $1.13 per kilogram, f.o.b. port of 
export, depending on the grade of tobacco. Delivery and 
settlement will be made, as a rule, in February 1957. 
Those undertaking to purchase and manipulate tobacco 
on government account will be granted special credit 
facilities, covering 90 per cent of the guaranteed prices. 
Traders and organizations that, in the view of the Min- 
ister of Commerce, will not pay to growers prices corre- 
sponding to the prices guaranteed by the Government 
may be excluded from any special credit facilities. 

Sources: Naftemboriki, various issues, and To Vima, 


June 17, 1956, Athens, Greece. 


Middle East 
Development of Electric Power in Egypt 


The Industrial Expansion Committee of the Egyptian 
National Production Council is studying a plan for com- 
plete electrification in Egypt at a cost of over LE 300 
million, to be spread over a period of 20 years. Of this 
total, LE 21 million is to be spent during the next five 
years. According to the plan, the present electricity con- 
sumption of the country, which was 275,000 kw. in 1955, 
will be increased to 640,000 kw. in 1961, 980,000 kw. in 
1966, 1,450,000 kw. in 1971, and 2 million kw. in 1976. 


Source: Middle East Economist and Financial Service, 
Forest Hills, N.Y., June 1956. 


Israel's Foreign Currency Budget 


The Government of Israel has adopted a foreign cur- 
rency budget for the fiscal year 1956-57 (ending 
March 31, 1957) which provides for estimated receipts 
and expenditures of $480 million; during the fiscal year 
1955-56, actual receipts and expenditures were $419 mil- 
lion, somewhat higher than the budget estimates of $402 
million. 

As in previous years, loans form an important part of 
the revenue planned; $40 million is expected from the 
sale of Israel Development Bonds, and $20 million from 
a loan from the Export-Import Bank of Washington. An 
even larger part of the total revenue, however, is to be 
provided by foreign aid and compensation payments. 
Contributions from various funds, such as the United 
Jewish Appeal and the National Fund, are estimated at 
$92 million ($85 million in cash and $7 million in 
goods); indemnity payments from Germany at $83 mil- 
lion ($42 million in materials and services and $41 mil- 
lion in equipment); and economic aid from the United 
States at $30 million. Among other important revenue 
items listed are personal transfers and compensation re- 
ceipts ($40 million) and capital transfers and gifts ($10 
million). Receipts from exports of goods, invisibles, and 
services are expected to be approximately $140 million; 
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actual receipts from these sources in 1955-56 were $129 
million. 

On the expenditure side, $250 million is allocated for 
imports of food, fuel, raw materials for domestic indus- 
try, and manufactured consumer goods, $119 million for 
imports of capital equipment, $69 million for imports of 
materials for the export industries, and $42 million for 
reserves and the payment of debts. 

Sources: The Jerusalem Post, Jerusalem, Israel, June 11 
and 19, 1956; Israel Office of Information, 
Israel Digest, New York, N.Y., June 15, 1956. 


Establishment of Potash Company in Jordan 


It has been announced in Jordan that the Governments 
of Jordan, Syria, Iraq, Lebanon, Egypt, and Saudi Arabia 
will soon sign the Articles establishing the Dead Sea 
Potash Company (see this News Survey, Vol. VIII, 
p. 255), with capital of JD 4.5 million. The Governments 
have agreed to make immediate payment of JD 1 million 
for 200,000 shares. The remaining shares (700,000) will 
be offered for public subscription. If the issue should not 
be fully subscribed, the Governments will finance the 
project either through a contemplated Arab Investment 
Bank or directly in proportion to their shares in bearing 
the cost of the Arab League. The proceeds obtained from 
exports of potash are expected to increase Jordan’s earn- 
ings of foreign exchange by about 25 per cent. 

Sources: Al Ahram, Cairo, Egypt, June 7, 1956; Le Com- 


merce du Levant, Beirut, Lebanon. June 16, 
1956. 


Agricultural Output of Iraq 


The output of Iraq’s two major agricultural commodi- 
ties, barley and wheat, increased in 1956. Wheat output 
rose to 900,000 tons, from 480,000 tons in 1955; and 
barley output is estimated at about 850,000 tons, com- 
pared with 770,000 tons in 1955. It is expected that about 
400,000 tons of wheat will be exported this year to Euro- 
pean markets. 


Source: The Iraq Times, Baghdad, Iraq, June 5, 1956. 


West German Private Credit to Iran 


The West German insurance company, Hermes, has 
granted a credit of DM 100 million to Iran for the pur- 
chase of industrial machinery and equipment for indus- 


trial development. It will be guaranteed by either the 


Bank Melli Iran or the Bank Bazergani, upon proposal by 
the Iranian Ministry of Industry and Mines. Twenty-five 
per cent of all purchases must be paid for in cash; the 
remainder will be paid for on an installment basis. Thus 
far, seven Iranian firms are reported to have indicated 
interest in these credit facilities. 


Source: /ran Press Bulletin for Trade and Economics. 
Tehran, Iran, June 11, 1956. 





Far East 
India’s Cotton Textile Program 

The Indian Minister of Commerce and Industry an- 
nounced on June 18 that the Government has decided to 
authorize expansion in the mill sector of the cotton textile 
industry for the production of 350 million yards of cotton 
cloth for export. This additional output will require the 
installation of 14,600 automatic looms in mills. Licenses 
for looms will be granted only upon receipt of a specific 
guarantee that the additional output will be exported and 
not sold in the domestic market. 

Referring to the cotton textile output target for the 
Second Five Year Plan, the Minister stated that, on the 
basis of 184 yards per capita for consumption in India 
plus | billion yards for export, an additional output of 
1.7 billion yards of cloth is needed. Of this, 350 million 
yards will be allocated to the mill sector, 700 million yards 
to the handloom sector from mill yarn, 300 million yards 
to the handloom sector from Ambar Charkha (spinning 
wheel) yarn, and 200 million yards to the handloom sec- 
tor through the installation of power looms. A decision 
concerning the balance of 150 million yards will be taken 
later. 

The Government will authorize the installation of 
35,000 power looms in the two-year period from April 
1956 to March 1958, and will provide financial assistance 
to cooperative societies of handloom weavers for their 
purchase and installation. It is also proposed to install 
75,000 Ambar Charkha units this year, with a view to 
producing 200 million yards of yarn. 

The Hindu, Madras, India, June 16, 1956; Em- 
bassy of India, /ndiagram, Washington, D.C., 
June 20, 1956. 


U.K.-Burma Textile Pact 


Under an agreement signed in Rangoon on June 18, 
the United Kingdom will supply Burma with cotton 
textiles valued at 12.5 million kyats (approximately 
£940,000). Payment will be in raw cotton made available 
to Burma by the United States under its aid program. 
Source: The Financial Times, London, England, June 19, 

1956. 


Korean Government Rice Sales 


In order to bring rice prices in Seoul under control, 
the Korean Government has introduced a program where- 
by it sells, three times a month, rice to citizens at low 
prices. According to the Minister of Agriculture and 
Forestry, 12,500 suk (some 62,500 bushels) of rice is 
available for the second distribution, which started 
May 12. On May 21, the retail price of rice in Seoul was 
31,000 hwan per suk, about 2,000 hwan higher than the 
price when the project began. Some 500,000 citizens are 
receiving 25 hop of rice (1 suk=1,000 hop) each as a 
ration for ten days at a government-fixed price of 15,128 
hwan per suk. 


Sources: 
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As another measure to lower rice prices, the Govern- 
ment has ordered the distribution of 75,000 suk of rice 
and the same amount of barley to government officials 
as part of their salaries for June. 

The Ministry has estimated summer grain crops for 
this year at 8,798,390 suk, some 12 per cent above aver- 
age. Output of barley is expected to be 5,081,500 suk; 
rye, 2,604,450 suk; wheat, 901,130 suk; and buckwheat, 
211,310 suk. 


Source: The Korean Republic, Seoul, Korea, May 22, 
1956. 


Japanese Tariff Concessions 


The Japanese Government has announced tariff con- 
cessions obtained by Japan on 121 commodities from the 
United States and 2 commodities from Sweden, as a 
result of the 1956 Tariff Conference under the auspices 
of the ConTracTING Parties to the General Agreement 
on Tariffs and Trade (GATT). Japan has granted tariff 
reductions on 72 items to the United States and 8 items 
to Sweden. The tariff concessions by Japan will be put 
into effect upon approval by the Diet. The reductions by 
the United States are expected to become effective in 
about three equal amounts on June 30, 1956, 1957, and 
1958 (see this News Survey, Vol. VIII, p. 395). The 
Swedish concessions will become effective after approval 
by the Riksdag. 

The value of Japan’s exports of the 121 commodities to 
the United States in 1954 was $13,752,000. Japan will 
also obtain substantial indirect benefits from the tariff 
cuts agreed between the United States and 20 other GATT 
member nations. These indirect benefits arc expected to 
cover 280 items of Japanese exports to the United States; 
the value of these exports in 1954 was some $8,600,000. 
The value of imports in 1954 of the 72 items on which 
Japan has granted concessions to the United States was 
$18,369,000; these items include fruit juices (except 
orange juice), television sets, and raw film. The 
items on which reductions have been granted by Sweden 
are cotton handkerchiefs, on which the rate has been 
reduced from 18 per cent to 16 per cent, and binoculars, 
on which there will be no duty, in contrast to the previous 
rate of 10 per cent. In 1954, Japan’s exports of these 2 
items to Sweden amounted to $749,000. Imports in 1954 
of the 8 items on which concessions have been granted 
to Sweden were $737,000. Japan’s tariff cuts to the two 
countries average 10 per cent of current rates. 

Source: Bank of Tokyo, Weekly Review of Economic 
Affairs in Japan, Tokyo, Japan, June 16, 1956. 


Jnited States and Canada 
U.S. Balance of Payments 


Through transactions with the United States, foreign 
countries accumulated $557 million in gold and dollar 
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assets in the first quarter of 1956, the highest first-quarter 
rate since 1953, The rise resulted chiefly from a sharp 
increase in the outflow of U.S. private capital and, to a 
lesser degree, from a reduction in the U.S. surplus on 
current account. The outflow of private capital was $422 
million, whereas a year earlier it had been only $48 mil- 
lion. Direct investment abroad reached a record level 
and extended to nearly all areas; it was particularly large 
in Canada, and there was a further considerable increase 
in Europe. Another major factor in the private capital 
outflow was the substantial purchase of Canadian bonds. 
The decline in the U.S. surplus on current account was 
due largely to higher U.S. military expenditures abroad; 
these expenditures totaled $730 million in the first quar- 
ter, and were more than 10 per cent greater than a year 
earlier, owing to larger purchases in the United Kingdom, 
The balance on merchandise account was about the same 
as a year earlier. U.S. travel abroad in the quarter showed 
less than the usual seasonal decline, and was about 15 
per cent above the first quarter of 1955, with most of the 
increase occurring in travel in the Caribbean area. Gov- 
ernment grants (exclusive of military), while about one- 
third lower than a year earlier, were unchanged from the 
last quarter of 1955. 

The greatest improvement over a year earlier in gold 
and dollar positions vis-a-vis the United States, including 
both direct transactions and multilateral settlements, was 
shown by Canada, Latin America, and the sterling area. 
For Canada, the shift from a net decrease of $140 million 
to a net gain of $110 million resulted from the increased 
U.S. private capital outflow and larger multilateral re- 
ceipts. Latin America benefited from increased U.S. 
imports of coffee, copper, and petroleum, and from a 
favorable shift in multilateral settlements. Brazil, Guate- 
mala, and El Salvador increased their gold and dollar 
holdings substantially. Accumulation by the sterling area 
rose by $120 million, primarily because of increased U.S. 
purchases of goods and services, and despite a $40 million 
decline in U.S. grants to the United Kingdom. Conti- 
nental Western Europe accumulated only $80 million in 
the quarter, compared with $180 million a year earlier, 
since the rise in U.S. imports from this area was more 
than exceeded by a sharp fall in U.S. grant aid and in- 
creased multilateral dollar payments. An increase in U.S. 
private capital outflow was largely offset by substantial 
repayments of bank loans by France; French gold and 
dollar losses during the quarter were larger than those of 
any other country. West Germany again made important 
additions to its gold and dollar holdings. The non-sterling 
countries of Africa and Asia, particularly Japan, con- 
tinued to benefit from rising U.S. merchandise imports. 
Source: Department of Commerce, Survey of Current 

Business, Washington, D.C., June 1956. 


Escape Clause Action on U.S. imports of Linen Towels 


President Eisenhower has raised the U.S. tariff duty 
on linen towel imports from 10 per cent to 40 per cent 
ad valorem. In his action, the President concurred in the 
unanimous decision of the Tariff Commission. The action 
was taken under the escape clause provision of the Trade 
Agreements Act of 1951, which allows for tariff revisions 
if the President determines that serious injury to a 
domestic industry is resulting from imports. The Com- 
mission reported to the President that, although the 
downward trend in U.S. consumption of linen toweling 
was part of the cause of the deteriorated position of the 
domestic industry, increased imports had contributed 
substantially, and that greatly increased imports were due 
to the low 10 per cent duty. The increase in the duty has 
the effect of withdrawing a concession made at the 1947 
session in Geneva of the ConTRACTING PartTiEs to the 
General Agreement on Tariffs and Trade (GATT). 

The new rate applies only to toweling made from flax, 
hemp, and ramie (raw materials of linen), and will not 
affect the greater part of towel imports. Linen towel im- 
ports in 1955 were valued at $3.8 million, and the largest 
exporters (in order of size) were Japan, the United King- 
dom, and Belgium-Luxembourg. 


Source: The Journal of Commerce, New York, N.Y., 
June 26, 1956. 


Canadian National Income Trend 


During the first quarter of 1956 the Canadian gross 
national product attained an annual rate of Can$28.3 
billion, 3 per cent higher than in the fourth quarter of 
1955 and 6 per cent above the annual average for last 
year. The advance reflected mainly a further rise in the 
volume of production, prices having risen only slightly 
on balance. The increase in output was principally in 
the mining, forestry, construction, and service industries. 
Manufacturing output, after adjustment for seasonal fac- 
tors, was about the same as in the fourth quarter of 1955, 
a moderate decline in durable goods output being more 
or less offset by an expansion in nondurable goods pro- 
duction. 

Underlying this expansion was an increase of about 
$900 million in final sales and of $300 million in inventory 
accumulation; a rise of $700 million in business inven- 
tories was partly offset by a decline in farm stocks. Of 
the increase in demand, $400 million, or approximately 
one third, was met by increased imports and the remain- 
der by domestic production. Business investment outlays 
showed the most marked expansion of the several demand 
components, although exports also continued to grow. 
Personal consumption and government outlays rose only 
slightly, in some contrast to earlier stages of the boom, 
and housing expenditure underwent a sharp decline. This 
shift in the expenditure pattern led to price increases in 
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the capital goods sector, and investment-type goods were 
responsible for much of the increase in imports. Most 
of the increase in business inventories also consisted of 
durable goods (which was an additional factor contribut- 
ing to the rise in imports), but the ratio of stocks to sales 
remained in most cases below the levels of the past two 
years. 

Wages and salaries increased by about 2 per cent in 
the first quarter, and there were parallel movements in 
most other income components with the exception of cor- 
porate profits, which leveled off at the high rate reached 
at the end of last year. Nonagricultural employment con- 
tinued to rise, and unemployment, seasonally adjusted, 
was equivalent to about 3.5 per cent of the total labor 
force during the quarter. 

Source: Dominion Bureau of Statistics, Daily Bulletin, 
Ottawa, Canada, June 21. 1956. 


Other Countries 
Trinidad Oi! Negotiations and Sterling 


Negotiations for the purchase of the Trinidad Oil Com- 
pany by a U.S. enterprise, the Texas Oil Company, are 
almost complete. Shareholders have yet to receive full 
details of the offer, and the Texas Oil Company has to 
decide whether it can accept the conditions laid down by 
the U.K. Government. As far as sterling is concerned, the 
most important of these conditions, which were an- 
nounced by the Chancellor of the Exchequer in the House 
of Commons on June 14, is the requirement that the oil 
marketing operation be carried on under arrangements 
similar to those already in existence with other U.S. oil 
companies; in other words, any oil coming from the 
Trinidad operations to the sterling area would continue 
to be paid for in sterling. While dollars would have to 
be found for profits to be remitted to the parent company 
in the United States, the further conditions that the 
Trinidad refinery be expanded, if possible, and that 
exploration be intensified, suggest that remitted profits 
may not be very large. The prospective purchase has 
given some support to the sterling exchange rate, and the 
effect of the transaction on sterling can only be beneficial. 
Whether the purchase is made across the exchanges or as 
a special transaction, the sterling area’s reserves will 
benefit to the amount of $180 million. 


Source: The Times, London, England, June 15, 1956. 


U.K. Colonial Sterling Balances 


U.K. colonial sterling balances, which had increased 
hy 10 per cent in 1954, increased by a further 4 per cent 
in 1955. As a result of divergent price movements and 
the costs of emergency measures in East Africa, there 
were significant differences in the movements of the 


balances held by the various territories (see accompany- 


ing table). The current lower prices of some primary 
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Colonial Sterling Balances 
(in millions of pounds) 
Tpomeene or 
ecrease 
Endof over 1953 Endof over 1954 
1954 (inpercent) 1955 (in per cent) 


West Africa 488 +18 507 +4 
East Africa 217 -2 197 -9 
Malaya 305 +8 364 +19 
West Indies 123 +13 119 -3 
Others 256 +9 259 +1 


Increase or 
Decrease 


1,389 +10 


Total 1,446 +4 


products are expected to reduce colonial earnings, and 
may cause a decline in 1956 in colonial sterling holdings. 
The funds which back colonial currencies are held in a 
form that makes it easy to meet any cash demands, but 
some of the other funds included in sterling balances— 
for example, those of the marketing boards—are in 
government stocks, the liquidation of which at current 
prices might involve capital losses. 

Source: The Manchester Guardian, Manchester, England, 

June 8, 1956. 





Fund Transactions 

The record of Fund transactions published in /nterna- 
tional Financial Statistics, July 1956, shows that in 
April 1956 France and India completed the repurchases 
of their currencies used in earlier years for dollar pur- 
chases. In 1947, France had purchased $125 million; and 
in 1948 and 1949, India had purchased a total of $100 
million. India’s repurchase amounted to the equivalent 
of US$12.5 million. France repurchased the equivalent 
of US$67.9 million, thereby reducing the Fund’s holdings 
of French francs to 75 per cent of France’s quota. 

The Philippine Republic in April 1956 purchased 


$5 million with pesos. 
Corrigendum 


Volume VIII, No. 49, June 15, 1956, page 390, item, 
“Effectiveness of Interest Rate Changes in Sweden”: The 
figure in the final paragraph should be 1-2 per cent 
instead of '% per cent. 
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